
M E M O R A N D U M 

TO: Shrewsbury Retirement Board 

FROM: Joseph E. Connarton, Executive Director 

RE: Approval of Funding Schedule 

DATE: November 13, 2017 

This Commission is hereby furnishing you with approval of the revised funding schedule the Board 
recently adopted (copy enclosed).  The schedule is effective in FY18 (since the amount under the prior 
schedule was maintained in FY18) and, at this time, is approved only through FY20.  Our understanding 
is that another valuation will be performed as of January 1, 2018.  We will wait for the results of that 
valuation before approving an amount to be funded beyond FY20. 

The System is approaching fully funded status (100% funded) in the next few years.  When a system 
becomes fully funded, there are still annual normal cost payments (for benefits being accrued in the 
current year by active members).  But attaining fully funded status is no guarantee of maintaining that 
status.  Actuarial and investment losses (reflecting experience worse than anticipated), changes in plan 
provisions, and/or assumption changes can cause a once fully funded plan to again have unfunded 
liabilities.   

The proposed schedule shows a significant decrease in funding level in FY21 as the last payment of the 
amortization of the unfunded actuarial liability is made.  The FY22 amount reflects another significant 
reduction as it reflects only normal cost.  But as outlined above, an actuarial loss or changes in plan 
assumptions in the 2018 actuarial valuation (discussed in further detail below) could significantly alter 
the expectation of reaching full funding in FY21.  For example, the current schedule based on the 
January 1, 2016 actuarial valuation had an expectation of reaching full funding in FY20, one year earlier 
than the proposed schedule.  The FY21 appropriation under that schedule was about $1.95 million less 
than that of the schedule just adopted.  An actuarial loss in 2016 contributed to extending the 
amortization of the unfunded liability.   

As a budgetary matter, we prefer a more gradual approach to reducing appropriation levels as a system 
nears, and then reaches, full funding.  This is the reason we are only approving the proposed schedule 
through FY20.  Past experience of several systems that attained full funding has shown us that reducing 
the appropriation to the level of only normal cost (or less) could require significant increases in funding 
if the system does not maintain its full funding status.  We are available to discuss this issue and our 
recommendations further. 
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In the 2016 valuation, the Board adopted a fully generational mortality assumption based on a recent 
experience study performed by your actuary. Although we have recommended adopting a fully 
generational mortality assumption for several years, the assumption we use for other local systems is 
based on our analysis of State retirees and reflects longer life expectancy than the assumption you 
adopted.  The valuation also reflects the adoption of other demographic assumptions based on the 
experience study.  We have not performed a recent experience analysis for local systems to compare our 
findings with the results of your actuary’s study, although we plan to complete a study of retiree 
mortality for local systems over the next year.  The revised assumptions are less conservative than the 
current standard PERAC assumption set, which we continue to believe is reasonable.  We note that page 
3 of the valuation shows a loss of $4.4 million for inactive mortality and data adjustments reflecting 
longer life expectancy than assumed. 
 
The valuation uses a salary increase assumption of 3.5%.  Only about 10 systems use an assumption of 
3.5% or less.  We expect that over the longer term, this assumption will need to be increased (and/or the 
investment return assumption further decreased) which will increase plan liabilities.  We note that page 
3 of the valuation shows a loss of $935,000 for actual salary increases being greater than expected. 
 
Aside from the potential impact of plan provision or assumption changes, net losses with respect to any 
of these assumptions in the 2018 or future valuations would increase plan liabilities, extend the period 
until reaching full funding, and require larger future appropriations than the amounts shown on the 
attached schedule.  
 
We are available to discuss these issues further.  If you have any questions, please contact PERAC's 
Actuary, Jim Lamenzo, at (617) 666-4446, extension 921. 
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